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VENEZUELA: KEY ECONOMIC INDICATORS 
(Money value in millions of dollars eacépt wiiere woted) 


INCOME , PRODUCTION, EMPLOYMENT 1980 1981 % change 
80/81 
Current Prices 59,850 68,409 Lh. 3 
GDP at Current Prices 59 591 67,077 1355 
Constant 1968 Prices ij, 817 17,993 i 
-Capita GNP at Current Prices 4,303 4,781 1, 
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National Income BSi5e 63,24 14. 
)Unemployment Rate 625-3751 A 
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OREIGN SECTOR 


lance of Trade 8,398 7,700 
tal Exports(FOB) 19,215 20,078 
and Pet. Products 13,301 19,094 

to U.S. (FAS) 5, 820 5,566 

Imports (FOB) 10,877 12,378 
mports from U.S.(FAS) e,573 5,445 
Balance on Current Account 4,728 3,999 
Overall Balance 66 2,924 
Gold&Foreign Exchange Reserves 3) 7,025 8,619 


FOOTNOTES: 
U.S.$ 1.00=Bs.4.30 
1)Excludes short term "Floating debt" 
2)Figures are for the end of the period. 
3)Includes Central Bank, Venezuelan Investment Fund, 
Commercial Banks, and Petroleos de Venezuela. 


SOURCES: 
Central Bank of Venezuela 
Ministry of Labor 
III Presidential Message to the Congress 
Venezuelan Chamber of Construction 
Venezuelan Chamber of Automotive Industry 
Commerce Department 
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SECTION 1--CURRENT ECONOMIC SITUATION AND TRENDS 


SUMMARY AND OVERVIEW 


Venezuela seems headed for its fourth consecutive year of little 
Or no growth in the national economy. Whereas prospects in late 
1981 were for a slight upturn in 1982, the adverse impact of 
reduced petroleum production and exports is now likely to balance 
or outweigh any small gains possible for the non-oil economy. 
Should the world oil market rally in the second half of 

1982, this would at best limit anticipated losses in export 
earnings to about $5 billion. In response to the prospect of 
substantially reduced export earnings, the Herrera Administration 
has cut the budget by 10 percent, raised domestic gasoline prices 
and is expected to impose higher taxes on international departures. 
It has ruled out, however, any devaluation of the Bolivar. The 
Administration still plans to go ahead with most major development 
projects, but may look to cut costs. It is also likely to stress 
"Buy Venezuelan" decrees in an effort to stimulate the slack 
domestic economy. The opposition believes that the economic pinch 
may be even worse than the government forecasts. 


Despite this pessimistic short term outlook, the basic structure 
of the Venezuelan economy remains sound. Another larye trade 
surplus in 1981 added to the ample foreign currency reserves of 
central financial organs and of Petroleos de Venezuela, the state 
oil holding company. Venezuela succeeded in reducing inflation 
to the ]1l-to-12 percent range, a downward trend which 

appears to be continuing in the first third of 1982. The head of 
the Central Bank is forecasting a 7 percent inflation rate this 
year, but higher gasoline prices may affect this optimistic 
estimate. On the basis of these developments and of its vast 
untapped heavy oil reserves, Venezuela so far has been able to 
continue to tap foreign financial markets for loans at favorable 
rates of interest. These loans provide for restructuring of the 
national debt and provide a hedge in case oil exports in the 
remainder of 1982 continue to be as low as at present. Should 
the world oil market not firm up in the second half of 1982, as 
the Government is calculating it will do, Venezuela might have 
to borrow at higher interest rates. 


While 1981 was a flat year for the national economy, Venezuela 
again succeeded in running a narrow positive trade balance with 
the United States. Its exports by U.S. estimates were $ 5.6 
billion, including cost, freight and insurance, whereas its 
imports from the United States were valued at $5.4 billion free 

on board. Venezuelan statistics for eleven months were consistent 
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with these U.S. data. "Buy Venezuelan" strictures may keep U.S. 
exports from rising significantly in 1982, whereas our imports 
from Venezuela--mainly crude oil and products--could show some 
decline from 1981. 


PETROLEUM 


1981 was a year of contrast in the petroleum industry. Revenues 
rose by 4.6 percent to $19.15 billion due to higher prices, while 
production fell 2.8 percent to 2.108 million barrels per day(MBD). 
Exports declined by 5.8 percent to 1,745 MBD. Domestic consumption 
increased by 14.5 percent to 353 thousand BPD. 


Petroleos de Venezuela,S.A.(PDVSA), Venezuela's national oil 
holding company, had 1981 income of $20.99 billion. Its direct 
operating expenses were $3.5 billion and other expenses were 3.34 
billion. Pre-tax income was $14.15 billion. Income taxes paid 
amounted to $12.13 billion, leaving net operating income of $2.0 
billion. To that must be added PDVSA's participation in the 
operations of its affiliate companies of $1.46 billion, giving it 
a net income of $3.47 billion. This is an increase of 0.7 percent 
over 1980's income of $3.44 billion. 


1982 may be a difficult year for the oil industry and the 
Venezuelan economy. The March 19th OPEC meeting in Vienna 
mandated oil production levels for Venezuela beginning in April 
of 1.5 MBD, a drop of 600,000 BPD from 1981 and cut of 350,000 
from production rates recorded for the first quarter of 1982. 
Should these cuts remain in effect for the remainder of 1982, the 
revenue impact on PDVSA will be on the order of $5 billion, and 
the fiscal impact on the nation's tax take will be about $4 
billion. The government bases its own current fiscal policy, 
however, on the assumption that exports will average 1.42 MBD 

for the whole year - hence, they would have to rise in the second 
half of 1982. Among other measures which the government has 
decided to adopt is an increase in the price of gasoline($0.13/ 
gallon to $0.26/gallon for 83 octane, and $0.31 to $0.88 per 
gallcn for 95 octane), a $70/person charge for citizens departing 
Venezuela, a restriction that cars may not be driven one day each 
week, depending on,the license number, and, in all major cities, 
closing of most service stations on Sunday and reduced hours of 
operation for the rest of the week, Expenses of PDVSA and all 
other government agencies are to be reduced. 


Prospects for U.S. firms seeking sales prospects in the Venezuelan 
Oil industry may be less attractive than in previous years. The 
industry does not expect to curtail exploration or production 
operations, but some purchaSing decisions are likely to be 





likin 


deferred, particularly in the field service sectors. Infra- 
structure construction projects outside the Orinoco oil belt may 
also be slowed. 


FINANCE 


Riding the crest of the second oil boom, Venezuela achieved its 
third straight year of external account surpluses in 1981. The 
balance of trade was $7.7 billion, with exports of $20.1 billion 
and imports of $12.4 billion. A negative services and transfers 
balance of $3.7 billion brought the current account to a surplus 
of $4 billion, compared to $4.7 billion in 1980. Venezuela's 
current account will probably slide into deficit this year, as the 
weak petroleum market and OPEC production cuts reduce petroleum 
export earnings by $4-5 billion. 


Venezuela's official reserves of foreign exchange at year end 
were $8.6 billion, up $1.6 billion over 1980. If the holdings 

of the state oil company, PDVSA, and the Venezuelan Investment 
Fund are included, reserves were about$20 billion at year-end. 
Venezuela's 1981 external debt was $19.1 billion of which $9.7 
was official and $9.4 billion short-term "floating" debt. The 
GOV made great progress in controlling its "floating" debt in 
1981. Last summer congress passed several laws authorizing the 
refinancing of these obligations and instituting centralized 
control mechanisms for borrowing by autonomous state agencies. 
Venezuela will probably refinance about $3 billion this year. 
Current Finance Ministry practice was officially said to seek 
loans of not more than $500 million at any one time, but the GOV 
recently borrowed $600 from a syndicate of banks. In June, 1982, 
it was seeking $2.5 billion from a consortium of foreign banks but 
could not agree to the prospect of paying higher interest rates 
for the money. Although Venezuela's reserve position is strong, 
chaotic debt management practices often lead to headaches for 
foreign lenders. Falling petroleum income this.year may lead to 
new foreign borrowing to finance investment projects. Another 
consequence may be late payments of GOV debt to internal 
suppliers, which would hurt construction and other industries. 
Venezuela made significant progress against inflation in 1981. The 
year-on-year rise in the Caracas Consumer Price Index was 10.8 
percent, compared to 19.6 percent in 1980. The average 
month-to-month increase in prices was 16.1 percent, compared to 
21.6 percent in 1980. Much of this was due to the Central Bank 
policy of holding domestic interest rates below international 
levels through August, inducing capital outflows and drying up 
liquidity. Although liquidity (M2) rose 20.2 percent during 1981, 
most of this occurred after August when domestic rates were freed 





tm 


to seek competitive levels. Cutbacks in government spending 
resulting from falling oil income should restrain the rate of 
price increases during 1982. 


Total GOV fiscal spending during 1981 was $19.4 billion, including 
Venezuelan Investment Fund (FIV) outlays. Revenues were $21.4 
billion, resulting in a surplus of about $2 billion. 77 percent 
of GOV revenue came from petroleum taxes. Over 7 percent of total 
spending in 1981 was for interest payments. The 1982 budget when 
formulated last fall envisioned total GOV spending of $22.3 
billion, of which $9.9 billion was for capital investment. Current 
petroleum market conditions will force these spending plans to be 
scaled back considerably. The GOV has said major investment 
projects will go forward, a proposed new food stamp program will 
not be cancelled, and massive public sector layoffs will be 
avoided. Nevertheless a way must be found to fill the fiscal gap, 
which may be as much as $4 billion (officially estimated to be 
$3.1 billion). 


INDUSTRY 
The "internal" economy (non-oil) continues to show no growth. 


Business confidence, productivity and efficiency, particularly in 
the public sector, continue low. 


Growth in the manufacturing sector (1.1 percent) declined during 
1981 from 3.8 percent in 1980. The lower rate of growth in 1981 
is attributed to the public sector which experienced a 
Significantly lower growth rate in 1981 than in 1980. The 
aluminum, chemical and sugar industries shared in the decreased 
rate of growth. 


Small and medium sized companies continue to be adversely affected 
by the government's restrictive policies and the current high 
interest rates. Companies have not been able to obtain sufficient 
credit at an affordable interest rate to cover accounts 
receivable. These companies have also been affected by reduced 
consumer spending. The textile industry continued its slide in 
1981 with a further decrease of 13.3 percent in production. 
Employment in textiles has decreased to 16,000 from 28,000 two 
years ago. ‘The industry suffers from financing problems, 
contraband imports and low productivity. The tire industry is not 
healthy. All except one of the major companies were in the red 
last year. There are rumors in the media that one company is 
Withdrawing from Venezuela. Price controls , reduced consumer 
income and contraband imports plague the industry. 
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The construction industry continued to decline for the third 
straight year. Sales contracted by 2.8 percent following a 
decline of 15.3 percent in 1980. Demand for construction has been 
affected by the high prices of houses and by the limits on 

credit. The downturn in public works has been fueled by the 
slowness of the government to make payments to contractors. On 
the positive side, there appear to be some signs of recovery in 
the industry. The value of construction permits granted were up 
28.9 percent in 1981 over 1980. Cement production remained flat 
in 1981. 


Investments during the next five years in the electric industry 
which have been already approved by Congress could increase 
Venezuela's generation of electric power from 34,532 megawatts per 
hour currently to 54,820 megawatts per hour. 


The food industry enjoyed a good year in 1981 with production up 

20 percent over the previous year. This increase continues a trend 
from 1979 which was started by price liberalization policies. The 
industry has begun to invest in new equipment, machinery and 
storage capacity. Increased efficiency in production has led to 
the export of some food items. Sales have not increased as rapidly 
as production capacity, primarily due to reduced consumer 
purchasing power. Further immediate growth will have to come from 
increased export opportunities. 


LABOR 


The drop in petroleum revenues and resultant austerity in the 
national budget threaten to make 1982 a very troubled year in 

the public sector, already under attack for overemployment and 
notorious inefficiency. An estimated 22 percent of the country's 
work force is employed in the public sector (including less than 
One percent in petroleum). The situation is aggravated by the 
fact that 84 collective contracts in the public sector are to be 
renegotiated this year. One of the largest--public school teachers 
and employees--is indicative of the scope of the problem. For the 
first time , all of the federations in the public education sector 
are negotiating a single collective contract and have demanded 
very substantial wage increases. The Ministry of Education's 
budget, however, is no larger than in 1981 and may suffer 
additional cuts. The Confederation of Venezuelan Workers (CTV) 
which dominates Venezuelan organized labor and is a political 
power in its own right, has increasingly concerned itself with 

job preservation in a stagnant economy, focusing particularly on 
the public sector. The CTV has warned that labor will not bear 
the brunt of budgetary sacrifices; the "unjustified" reduction 

of personnel, the freezing of salaries, and the loss of fringe 
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benefits are not acceptable. Labor not only does not want 
setbacks in the public sector to spill over into the private 
sector but has joined the government in asking the private sector 
to absorb excess public employees. The CTV has recommended a 
tri-partite commission--governiment, business, and labor--to study 
to what extent the private sector is capable of assisting. As 
part of its salary compensation program, the CTV is now claiming 
as its own--rather than the government's--the plan for a food 
coupon program, but proposes assistance begin at the family income 
level of $465 per month rather than the $349 which the government 
had proposed. The CTV also has announced support for a consumer 
protection bill, which if enacted by the national congress, would 
provide stiff penalties, including jail sentences, for speculation 
in basic consumer commodities or other alleged abuses. Private 
business very strongly opposes the bill. Unemployment continued 
to grow through 1981, reaching an unofficially estimated 8.5 
percent by labor sources. Officially unemployment was set at 
about seven percent. Unemployment in certain industries sich as 
construction and textiles was undoubtedly much higher. The CTV 
has estimated 520,000 persons will be unemployed by December 1982, 
an unemployment rate in excess of 11 percent. The latest monthly 
wage data available is for the first six months of 1981: $737 for 
blue collar workers and $1,183 for white collar workers. 


AGRICULTURE 


During 1981, agricultural production dropped 2.8 percent compared 
to 1980 when a 4.2 percent gain was realized. Venezuela continues 
to import more than 40 percent of the food consumed. 


Heavy continuous rains in principal agricultural zones that began 
in mid-February, went on through June 1981, making it almost 
impossible for farmers to prepare land for planting and replanting 
operations. Many farm to market roads were destroyed. The rains, 
however, were helpful in some normally dry areas. Corn and sorghum 
grown in Guaricc, Bolivar, Anzoategui, and Monagas States showed 
good yields. 


The decline in production stimulated imports of a substantial 
volume of farm products. The United States remained the dominant 
supplier, moving a record level to Venezuela. U.S. Agricultural 
exports to Venezuela reached about $900 million in 1981, a 28 
percent increase when compared with the previous year. Although 
1981 saw some softening of export prices, most sectors of U.S. 

farm product imports registered substantial volume gains and larger 
dollar values. Total Venezuelan agricultural imports in 1981 froin 
all sources came to an estimated $1.3 billion, of which the U.S. 
supplied about 67 percent. The U.S. share was 40 percent in 1979. 
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The important CMA (Corporacign de Mercadeo Agricola)--government's 
buying agency--is being reduced in size, and its role as an 
importer is being reduced. Much of the import trade has been 
directly handled by the CMA. Now, a large part of this business 
is being turned back to the private trade, with CMA's function 
being one of supervision and control. The small retail outlets 
formerly run by CMA are being sold to the private industry. 


The forecast for 1982 is for Venezuela to continue as a strong 
and reliable cash customer for U.S. agricultural products. 

The GOV has announced new policies involving higher production 
goals, greater availability of credit, increased storage capacity, 
deregulation of some food products at retail levels and reduced 
duties on many imported food items. Port facilities are also 
being improved to facilitate the handling of imports. 


SECTION 2--IMPLICATIONS FOR THE UNITED STATES 


THE MARKET 


Some dampening of Government-induced import demand is inevitable, 
but the total effect need not reduce Venezuela's imports from 1981 
values. Industries need the continuing flow of import content for 
processing and production. The Government's impact will be 
greatest in the pace of spending on major project equipment 
procurement and on technical and consulting services contracts. 
Deferment of some awards and decisions must be expected, 
particularly if Venezuela's lower level of petroleum exports 
should prove a longer-lived phenomenon than the !nore optimistic 
current forecasts of the GOV. 


Short of a longer-term oil glut that cuts deeply and for a 
prolonged period into government income, however, we expect 
Venezuela to remain in contention with Brazil, as the second 
-largest market in Latin America for U.S exports. Venezuela has 
money in the bank to draw on, and the foreign borrowing ability to 
finance short-term budget shortfalls for developmental spending. 
Current examples of major project opportunities most likely to 
proceed in engineering or procurement stages: 


PROSPECTS FOR U.S. BUSINESS 


HEAVY OIL BELT (FAJA): Petroleum extraction equipment suppliers 
Can expect continuing sales opportunities. However, the "Buy 
Venezuelan" Decree gives preference to domestic equipment 
manufacturers for all GOV procurement. 
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SIDERZULIA: A steel processing plant has been scaled down from 
the original concept of a fully-integrated steel mill. The first 
phase of this project will be the construction of a 480,000-ton 
medium section rolling mill with processing of the raw stock, 
supplied by SIDOR, in a new 150-ton-per-hour reheating furnace. 
Thus far, the engineering services have been bid. Future bids for 
construction, equipment, assembly and start up are anticipated, 
but not yet scheduled. 


COALMINING: A huge coal deposit will be developed in northwestern 
Venezuela near the Colombian border. The coal will be used to 
fuel the thermoelectric power plant already under construction 
near Maracaibo and the SIDERZULIA steel mill. The project has 
three phases: 1) construction of a 100 km railroad from Maracaibo; 
2) development of the coal fields (both design awards were each 
won by United States firms); and 3) building of a new community 
for the expected 1500 miners and their families. Coal production 
should begin in 1986 and reach a first stage level of 4.6 million 
tons a year by 1992 and full production of 9 million tons a year 
by 1995. 


THERMOZULIA: A 2000 megawatt coal-fired thermoelectric plant is 
under construction near Maracaibo. Two 250 MW units will be 
purchased soon, and additional units will be open for bidding 
early in 1983. 


BAUXITE DEVELOPMENT: A green light has been given to the 
development of a bauxite deposit located 400 Kms. south of 
Caracas, near the Orinoco River. A decision about the ore 
transport system from the mine site to the river port will be made 
shortly. However, the project continues to fall behind the 
timetable set last year. The bauxite will ultimately be processed 
in the INTERALUMINA facility in Ciudad Guayana, which is nearing 
completion. 


SHIPYARD PROJECT: Although scaled down from the original plan, a 
shipyard facility is to be built on the Paraguana Peninsula, 
capable of building (1) two tuna fishing vessels of less than 500 
tons within the next two years, and (2) an undetermined number of 
ore barges for the BAUXIVEN project. High priority has been given 
to this project and a GOV funding decision is expected shortly. 


FISH PROCESSING PLANT: Related to the shipyard facility, a nearby 
tuna fish processing plant is also awaiting official go-ahead. It 
would have two operations: fish freezing for export and canning 
for the domestic market. 


WOOD PULP PLANT: A feasibility study will be made shortly for a 
bleached pine pulp plant. The feedstock for the plant will come 
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from the caribbean pine plantations (which desperately need 
thinning) located about 500 Kms. east-southeast of Caracas. 


BRIDGE PROJECT: Planners are studying a potential bridge site 
near Ciudad Guayana. The bridge would have a rail line and six 
traffic lanes. Firms interested in the project have registered 
themselves with the responsible GOV agency. However, fiscal 
strictures may delay the progress of this project. 








